Financial Feasibility Study 


(Part 1: Theoretical Part) 


Q (1): What is meant by project economics?? 


Project economics: is a field of social knowledge that deals with feasibility 
studies and project evaluation. It is considered to be a bridge across 
economics, management and accounting. 


Project economics is dealing with long-term investment decisions, in order 
to provide data concerning investment appraisal and project evaluation. 


Q (2): What are the main differences between each of the 


following terms (terminologies) ?? 


a. Project and Firm (company, corporation, organization and agency): 


Project 


Firm (company, corporation, 
organization, establishment and 
business entity) 


Is a plan to be studied (an idea under 
studying) in order to be implemented 
in the future 


Is an existing body (structure), that is 
already performed and implemented 
in the past 


b. Feasibility study and Project evaluation: 


Feasibility Study 


Project Evaluation 


e Is a detailed future plan to 
investigate every aspect of the 
project (as legal, technical, 
marketing and financial aspects), 
its goal is to generate some 
indicators to be used in project 
evaluation 


e Feasibility Study should be 


e Is the use of that indicators 
generated from the feasibility 
study to make _ appropriate 
(proper) investment decisions 


e Project Evaluation should be 


performed by many specialists 
(more than one), they are 
considered to be experts in 
different fields, like: marketing, 
financial, ... 


done by only one person 


Remark (1): If the feasibility study is weak or poor then project evaluation in 


turn will be weak and poor. 


Remark (2): Feasibility study ——» Project evaluation —~> Proper investment 


decisions 


Remark (3): Usually we should separate between the task of preparing a feasibility 
study and the task of making project evaluation; this is in order to prevent any 


judgmental bias. 


c. Project evaluation and Performance evaluation: 


Project Evaluation 


Performance Evaluation 


e Is an assessment of efficiency and 
effectiveness of a certain project 
(assessing project's outcomes in 
terms of the estimated profitability) 


e l|tis related to the future 


e Is an assessment of efficiency and 
effectiveness of an existing body 
(firm, company, corporation, 
organization and business entity), 
to assess whether it reached its 
goals or not yet (assessing firm's 
outcomes in terms of its actual 
results) 

e Itis related to the past 


d. Consumption, Saving and Investment: 


Consumption 


Saving 


Investment 


Is to obtain the 
immediate benefits now 


e Saving 


e Is to postpone the 


immediate benefits to 
the future, in order to 
obtain more return or 
to maximize it 

refers to 


e Is the transfer of 
savings into material 
physical assets as: 
Land, Building, 
Equipment, ... 

e There is always a 


liquidity (cash) time gap between 


saving and 
investment 
e Investment can be 
liquidated 


immediately or in the 
short run with heavy 
losses 

e Two features’ of 
investment, are that 
future benefits 
should be maximized 
and organized 


Remark (1): Saving leads to investment (saving is the way to investment). 


Remark (2): Investment is the transfer of liquidity into assets (physical assets 
as: land, machinery and equipment). 


Remark (3): Investment is a function in both consumption and saving, hence, 
there is a negative relationship among consumption and investment. 
However, there is a positive relationship between saving and investment. 


Remark (4): 


Less Consumption —> More Saving —> Moreinvestment 


Nosavings—» No investment —>No economicwelfare 
Remark (5): Return on investment should be higher than that on savings. 


Remark (6): If the national income is limited, nothing will remain for savings, 
and most of the national income will be directed to consumption; therefore 
there will be no investment and for sure no economic welfare. 


Q (3): What is meant by inflation? And what are its forms?? 


Inflation is the decrease of power purchasing of money. There are 3 forms of 
inflation as follows: 


Form (1): Prices increase while on the other hand quality decreases. 
Form (2): Prices increase while on the other hand quantity decreases. 


Form (3): Prices increase while on the other hand both quality and quantity 
decrease. 


Q (4): What is meant by financial analysis?? 


Financial analysis is a tool that could be used in evaluation of projects, firms 
and companies. It could be divided into 2 parts as follows: 


Part (1): Actual financial analysis: that is related to firms, depending on 
firms' actual results as: analyzing firm's financial statements: income 
statement, balance sheet, owners’ equity statement and cash flow statement 
(performance evaluation). 


Part (2): Project financial analysis: that is related to projects, depending on 
project's estimated results as: analyzing project's estimated profitability 
(project evaluation). 


Q (5): What are the types of investment decisions?? 
There are 3 types of investment decisions as follows: 


Type (1): Accept or reject decision (traditional decision): this happens when 
we have only one project (X) and we need either to accept it (do it) or reject 
it (refuse it). 


Type (2): Mutually exclusive projects selection decision: this happens when 
we are having more than one project (X, Y, and Z) and we need to select only 
one project of them (selection of project X means rejection of projects Y and 
Z, this selection is under certain criteria. 


Type (3): Ranking decision: this happens when we are having more than one 
accepted project but we need to rank them according to their priority, to 
determine which one we are going to start with. 


Q (6): What are the main differences between an investment idea and an 
investment opportunity?? 


Investment Idea Investment Opportunity 
An idea is relatively new unique An opportunity is something 
(not familiar) in time and place, it already available for 
requires an investment promoter implementation (common, 
traditional and _ familiar); it 

requires only a typical investor 


Remark (1): The investment progress of any society is measured by the 
number of investment promoters not by the number of typical investors. 


